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DEPARTMENT OF REALm & RUMAN SERVICES~ Office of Inspector General 

Office of Audit Services 
1100 Commerce, Room 
Dallas, TX 75242 

September28,2001 

CommonIdentificationNumberA-O6-01-00027 

Mr. BruceHughes 
ExecutiveVice-PresidentandChief OperatingOfficer 
PalmettoGovernmentBenefitAdministrators,LLC 
P.O. Box 100134 
Columbia, SC 29202-3134 

Enclosedaretwo copiesof theU.S. Departmentof HealthandHumanServices(HHS),Office of 
InspectorGeneral(OIG), Office of Audit Services'(OAS) reporttitled "Review of Requestsfor 
AnticipatedPaymentundertheMedicareHomeHealthProspectivePaymentSystemat Palmetto 
GovernmentBenefitAdministrators,LLC betweenOctober1,2000 andApril 26, 2001." A 
copyof this reportwill be forwardedto theactionofficial notedbelow for his/herreviewandany 
actiondeemednecessary. 

Finaldeteffilinationasto actionstakenon all mattersreportedwill bemadeby theHHS action 
official namedbelow. We requestthatyourespondto theHHS actionofficial within 30 days 
from thedateof this letter. Your responseshouldpresentanycommentsor additional 
infoffilation thatyoubelievemayhavea bearingon thefinal deteffilination. 

In accordancewith theprinciplesof theFreedomof InfonnationAct, (5 V.S.C. 552,asamended 
by PublicLaw 104-231),OIG, OAS reportsissuedto theDepartment'sgranteesandcontractors 
aremadeavailableto membersof thepressandgeneralpublic to the extentinfonnation 
containedthereinis not subjectto exemptionsin theAct which theDepartmentchoosesto 
exercise.(See45 CFRPart5.) 

To facilitateidentification,pleasereferto CommonIdentificationNumberA-O6-01-00027in all 
correspondencerelatingto this report. 

Sincerely, 

Enclosure-asstated 

L~d()lY) 
GORDONL. SATO 
RegionalInspectorGeneral 

for Audit Services 

~,x1~ 



 
Direct Reply to HHS Action Official: 
 

John Delaney 
Southern Consortium Contractor Management Officer 
Centers for Medicare and Medicaid Services 
1301 Young Street, Room 714 
Dallas, TX  75202 
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Office of Inspector General 
 
 

The mission of the Office of Inspector General (OIG), as mandated by Public Law 95-452, as 
amended, is to protect the integrity of the Department of Health and Human Services (HHS) 
programs, as well as the health and welfare of beneficiaries served by those programs.  This 
statutory mission is carried out through a nationwide network of audits, investigations, and 
inspections conducted by the following operating components: 
 
Office of Audit Services 
 
The OIG's Office of Audit Services (OAS) provides all auditing services for HHS, either by 
conducting audits with its own audit resources or by overseeing audit work done by others.  
Audits examine the performance of HHS programs and/or its grantees and contractors in 
carrying out their respective responsibilities and are intended to provide independent 
assessments of HHS programs and operations in order to reduce waste, abuse, and 
mismanagement and to promote economy and efficiency throughout the Department. 
 
Office of Evaluation and Inspections 
 
The OIG's Office of Evaluation and Inspections (OEI) conducts short-term management and 
program evaluations (called inspections) that focus on issues of concern to the Department, the 
Congress, and the public.  The findings and recommendations contained in the inspections 
reports generate rapid, accurate, and up-to-date information on the efficiency, vulnerability, and 
effectiveness of departmental programs. 
 
Office of Investigations 
 
The OIG's Office of Investigations (OI) conducts criminal, civil, and administrative 
investigations of allegations of wrongdoing in HHS programs or to HHS beneficiaries and of 
unjust enrichment by providers.  The investigative efforts of OI lead to criminal convictions, 
administrative sanctions, or civil monetary penalties.  The OI also oversees State Medic aid fraud 
control units, which investigate and prosecute fraud and patient abuse in the Medicaid program. 
 
Office of Counsel to the Inspector General 
 
The Office of Counsel to the Inspector General (OCIG) provides general legal services to OIG, 
rendering advice and opinions on HHS programs and operations and providing all legal support 
in OIG's internal operations.  The OCIG imposes program exclusions and civil monetary 
penalties on health care providers and litigates those actions within the Department.  The OCIG 
also represents OIG in the global settlement of cases arising under the Civil False Claims Act, 
develops and monitors corporate integrity agreements, develops model compliance plans, 
renders advisory opinions on OIG sanctions to the health care community, and issues fraud 
alerts and other industry guidance.   
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Notices 
 
 

 
THIS REPORT IS AVAILABLE TO THE PUBLIC 

at http://www.hhs.gov/oig 
 

In accordance with the principles of the Freedom of Information Act, 5 U.S.C. 552, as 
amended by Public Law 104-231, Office of Audit Services’ (OAS) reports are made 
available to members of the public to the extent information contained therein is not 
subject to exemptions in the Act. (See 45 CFR Part 5) 

 
 

OAS FINDINGS AND OPINIONS 
 

The designation of financial or management practices as questionable or a recommendation 
for the disallowance of costs incurred or claimed as well as other conclusions and 
recommendations in this report represent the findings and opinions of the OAS.  Final 
determination on these matters will be made by authorized officials of the HHS divisions. 
 
 



(4-DEP~RTMENT OF HE.4LTH & HUMAN SERVICES 0ftIce of InspectorGeneral 

Office of Audit Services 
1100Commerce,Room686 
DaUas,TX 75242 

OurReference:CommonIdentificationNumber: 

Mr. BruceHughes 
ExecutiveVice-PresidentandChief OperatingOfficer 
PalmettoGovernmentBenefitsAdministrators,LLC 
P.O.Box 100134 
Columbia,SC 29202-3134 

DearMr. Hughes: 

Thepurposeof this reportis to infonn youof theresultsof our reviewof requestsfor anticipated 
payments(RAPs)underthe Medicarehomehealth(HH) prospectivepaymentsystem(PPS)at 
PalmettoGovernmentBenefitsAdministrators,LLC (palmetto). The objectiveof our review 
wasto detennineif Palmetto,a regionalhomehealthintennediary(RHHI), waspayingRAPs 
only for servicesthatarecoveredundertheMedicareHH PPS. Dueto systemproblemswith the 
FiscallntennediaryStandardSystem(FISS),Palmettoimproperlypaid about$15million to 
homehealthagencies(HHAs) for non-coveredanddeniedcharges.As of April 26, 2001,our 
lastdayof fieldwork, Palmettohadnot recoveredtheseoverpayments. 

UndertheHH PPS,HHAs arepaidbasedon a 60-dayepisode.Eachepisodeis paid in two 
payments:oneasa RAP at thebeginningof theepisodeandoneasa claim at theendof the 
episode.For initial episodes,HHAs receive60 percentof thepaymentamountasa RAP and40 
percentasa final claim at the endof theepisode.For subsequentepisodes,HHAs receive50 
percentasa RAP and50percentasa final claim. 

As a resultof thesystemproblems,Palmettooverpaid1,820HHAs approximately$15million 
for non-coveredanddeniedchargeson 9,707RAPsprocessedthroughthe electronicHH PPS 
betweenNovember2, 2000andthe first weekin December2000. Theoverpaymentsresulted 
from aprogrammingerrorwith theFISSsoftware.TheFISSsoftwareignoredtheMedicare 
non-coveredanddeniedchargeinformationandimproperlypaidRAPsfor suchcharges.The 
problemaffectedrejectedRAPscontainingnQMedicarecoveredcharges.The FISSstaff senta 
softwarefIX to theRHHIs to correctthis problemon December1,2000andPalmettoinstalledit 
on December7, 2000. We did not performanyteststo verify thatthis problemwascorrectedby 
thesoftwarefix duringour review. 

TheRHHIsarerequiredto maketimely andaggressiveeffortsto recoveroverpayments 
accordingto theMedicareIntennediaryManual(MIM) 13-2Section2220. During our 
March26,200I entranceconference,we askedaboutHH PPSproblemsandPalmettostatedthat 
it would providea list of problemsto us. Palmettogaveus a copyof its January15,2001 
memorandumto theCentersfor MedicareandMedicaidServices(CMS), formerlyknownasthe 
HealthCareFinancingAdministration,describingthis HH PPSprocessingproblem. In this 
memorandum,Palmettoestimatedthat in excessof $17million waspaid incorrectlyandstated 
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that it would have to recoup these overpayments.  Two days after the entrance conference, 
March 28, 2001, Palmetto requested its information systems staff run a computer program to 
identify these overpayments.  On April 5, 2001, we requested the data identifying the 
overpayments.  Palmetto stated that it had not identified the actual amount of this overpayment 
and the $17 million amount was just an estimate.  On the same date, Palmetto requested that its 
information systems staff rerun the computer program in a different format.  On April 25, 2001, 
Palmetto stated that they had just identified that approximately $15 million was paid incorrectly 
and provided us with summary information to support this amount.  As of April 26, 2001, 
Palmetto had not recovered these overpayments.  Palmetto officials indicated that the 
overpayments had not been recovered because it would require a significant effort to make the 
necessary adjustments. 
 
We recognize that Palmetto installed the necessary software fix.  However, we are concerned 
about Palmetto’s ability to recover the RAP amounts that some HHAs improperly received about 
6 months ago.  As a result of the system problems, Palmetto improperly paid approximately 
$15 million for RAPs to HHAs for services that were not covered by the Medicare program. 
These RAPs were intended to provide an adequate cash flow to HHAs to maintain quality 
Medicare covered services to beneficiaries.  Under HH PPS, HHAs receive a significant amount 
of money by submitting RAPs before most HH services are provided for a 60-day episode. These 
HHAs have received more money than they were entitled to and have not been required to 
promptly return such funds.  A RHHI’s ability to collect Medicare overpayments is affected by a 
number of different factors, including the promptness with which overpayments are identified. 
 
We are recommending that Palmetto (i) take action to recover improperly paid RAPs and 
(ii) implement procedures to ensure that future overpayments are identified and recovered 
timely. 
 
At the June 27, 2001 exit conference, Palmetto stated that it manually cancelled the improperly 
paid RAPs between May 10 and May 24, 2001.  In its July 13, 2001 response to our draft report, 
Palmetto stated that it had systematically recouped 95 percent of the amount due.  Palmetto 
believes that it acted timely in identifying and recovering the improperly paid RAPs.  Palmetto 
stated that it and staff from CMS and other RHHIs worked to identify all issues related to the 
new HH PPS.  In effect, Palmetto has partially implemented the recommendation contained in 
our draft report pertaining to the recovery of overpayments resulting from the system problems.  
We did not perform any tests to verify that Palmetto (1) cancelled these improperly paid RAPs 
and (2) correctly calculated the amount systematically recouped.  We plan to follow-up on 
Palmetto’s recovery actions in the future. 
 
BACKGROUND 
 
The Balanced Budget Act of 1997, amended by the Omnibus Consolidated and Emergency 
Supplemental Appropriations Act of 1999 and the Balanced Budget Refinement Act of 1999, 
created a PPS for HHAs.  The HH PPS was implemented on October 1, 2000.  The unit of 
payment in the HH PPS is based on a 60-day episode.  Each episode is paid in two payments:  
one as a RAP at the beginning of the episode and one as a claim at the end of the episode.  For 
the initial episodes, HHAs receive 60 percent of the payment amount as a RAP, and the 
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remaining 40 percent at the end of the episode when the claim is submitted.  For subsequent 
episodes, HHAs are paid 50 percent as a RAP and 50 percent as a final claim.  Detailed tracking 
and accounting systems are required at the RHHIs to process RAPs.  Palmetto used the FISS 
software to process RAPs and final claims for HHAs located in 16 states.  These tracking and 
accounting systems began electronically processing RAPs on November 2, 2000.   
 
Medicare contractors, called RHHIs, process bills and make payments to the HHAs.  Each RHHI 
must administer the Medicare program efficiently and economically.  The basic principles of the 
Medicare program are to pay claims promptly and accurately.  The 42 CFR Section 
421.100(a)(ii) requires RHHIs to ensure that they make payments only for services that are 
covered under Medicare.  
 
On July 24, 2000, the CMS issued a Contractor Performance Evaluation report to Palmetto 
summarizing its findings of the review of Overpayment, Payment Safeguards Criterion 
Section 2901.3 for the period from October 1, 1999 through May 31, 2000.  One of the program 
vulnerabilities cited in this report was that Palmetto did not perform aggressive recovery action 
of overpayments.  Palmetto concurred with this finding and stated that it was committed to 
identifying ways to ensure that overpayments are liquidated as quickly as possible.   
 
SCOPE 
 
The objective of our review was to determine whether Palmetto was paying RAPs only for 
services that are covered under the Medicare HH PPS.  We performed a limited scope review at 
Palmetto’s office in Columbia, South Carolina from March 26, 2001 through April 26, 2001.      
 
We interviewed Palmetto staff to obtain a general understanding of the HH PPS and how it was 
operating.  Palmetto provided us with a listing of HH PPS processing problems since the 
implementation of HH PPS.  We also obtained a copy of the documentation concerning actions 
of the FISS staff to correct its software error of paying for non-covered and denied charges.  We 
talked to CMS Central Office personnel about this software problem.  We also received 
documentation from Palmetto identifying the number and amount of RAPs that were improperly 
paid and not recovered from various HHAs.  We did not contact the affected HHAs to verify the 
amounts of the overpayments. 
 

FINDINGS AND RECOMMENDATION 
 
Due to system problems with FISS, about $15 million was improperly paid to home health 
agencies for non-covered and denied charges.  At the time of our fieldwork, Palmetto had not 
taken action to identify and recover these overpayments from 1,820 HHAs resulting from 9,707 
RAPs processed through the electronic HH PPS between November 2, 2000 and the first week in 
December 2000.  The overpayments resulted from a programming error with the FISS software 
used to process payments for HHAs at Palmetto.  Palmetto installed the necessary software fix 
on December 7, 2000.  It identified the improperly paid RAPs during April 2001.  As of 
April 26, 2001, about 6 months since these overpayments began, Palmetto had identified the 
rejected RAPs with non-covered and denied charges but it had not recovered them.
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Uncollected Non-covered and Denied Charge Payments 
 
A programming error with the FISS software caused overpayments for non-covered and denied 
charges to be made to HHAs.  The FISS staff received information about this error on 
November 15, 2000 and began its research.  The FISS software ignored the Medicare non-
covered and denied charge information and improperly paid RAPs for such charges.  The 
problem affected rejected RAPs containing no Medicare covered charges.  If a RAP paid for 
Medicare covered charges along with non-covered and denied charges, the HH PPS 
automatically recouped these improperly paid funds.  The FISS staff sent a software fix to the 
RHHIs to correct this problem on December 1, 2000.  Palmetto installed this fix on December 7, 
2000.  We did not perform any tests to verify that this problem was corrected during our review. 
 
During our March 26, 2001 entrance conference, we asked about HH PPS problems and 
Palmetto stated that it would provide a list of problems to us.  Palmetto gave us a copy of its 
January 15, 2001 memorandum to CMS Central Office staff describing this HH PPS processing 
problem along with an example.  In this memorandum, Palmetto estimated that in excess of 
$17 million was paid incorrectly and stated that it would have to recoup these overpayments.  On 
March 28, 2001, 2 days after we started our fieldwork, Palmetto requested its information 
systems staff run a computer program to identify these overpayments.  On April 5, 2001, we 
requested support for recovery of the overpayments.  Palmetto stated that they had not identified 
the actual amount of this overpayment.  On the same date, Palmetto requested that its 
information systems staff rerun the computer program in a different format.  On April 25, 2001, 
Palmetto stated they had just identified that approximately $15 million was paid incorrectly and 
provided us with support for this amount.  As of April 26, 2001, our last day of fieldwork, 
Palmetto had not recovered these overpayments.   
 
We recognize that Palmetto installed the necessary software fix.  However, we are concerned 
about Palmetto’s ability to recover these RAP amounts that some HHAs improperly received 
about 6 months ago.  As a result of system problems, Palmetto improperly paid approximately 
$15 million for RAPs to HHAs for services that were not covered by the Medicare program.  The 
chart below shows the range of inappropriate RAP amounts that these HHAs received.  
 
 

Range of RAP Amounts 
Improperly Paid 

From To 

Number 
of HHAs 

$1  $5,000  990  
$5,001  $10,000  434  

$10,001  $20,000  246  
$20,001  $30,000  74  
$30,001  $40,000  32  
$40,001  $50,000  17  
$50,001  $301,330  27  

  Total  1,820  
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Of the 1,820 HHAs, 27 inappropriately received between $50,001 and $301,330.  Palmetto 
inappropriately paid $301,330 to 1 HHA.   
 
These RAPs were intended to provide an adequate cash flow to HHAs to maintain quality 
Medicare covered services to beneficiaries.  Under HH PPS, HHAs receive a significant amount 
of money by submitting RAPs before most HH services are provided for a 60-day episode. These 
HHAs have received more money than they were entitled to and have not been required to 
promptly return such funds.  A RHHI’s ability to collect Medicare overpayments is affected by a 
number of different factors, including the promptness with which the overpayments are 
identified.  The RHHIs are required to make timely and aggressive efforts to recover 
overpayments according to the Medicare Intermediary Manual (MIM) 13-2 Section 2220. 
 
Recommendations 
 
We recommend that Palmetto (i) take action to recover improperly paid RAPs and (ii) implement 
procedures to ensure that future overpayments are identified and recovered timely. 
 
AUDITEE COMMENTS AND OIG RESPONSE 
 
In its response to our draft report, Palmetto indicated that it identified the improperly paid RAPs 
during April 2001 and cancelled the erroneously paid RAPs between May 10 and May 24, 2001.  
Palmetto stated it recouped 95 percent of the amount due as of July 13, 2001.  Palmetto also 
stated that it had not recovered $743,917 of improperly paid Medicare funds to 23 providers.  
  
Palmetto believes that it acted timely in identifying and recovering the improperly paid RAPs.  
Palmetto stated that it and staff from CMS and other RHHIs worked to identify all issues related 
to the new HH PPS.  At a February 2001 meeting, Palmetto indicated that it was decided that this 
problem warranted a standard FISS system correction to identify and recoup the improperly paid 
amounts.  To avoid double recoupment, Palmetto also had to wait 120 days from the coverage 
from date of the improperly paid RAPs to determine if the FISS system would automatically 
cancel such RAPs.  In mid-March, Palmetto verified that the improperly paid RAPs did not 
automatically cancel through FISS.  Palmetto decided, with CMS’ concurrence, to manually 
cancel the RAPs rather than wait on a standard FISS system correction.  During April 2001, it 
identified the improperly paid RAPs.  Between May 10 and May 24, 2001, Palmetto stated it 
cancelled the improperly paid RAPs and the systematic collection of these amounts began.  As of 
July 13, 2001, Palmetto stated that it had systematically recouped 95 percent of the amount due 
to the Medicare program.   
 
Palmetto also indicated that it is continuing its quality assurance review of their cancellation 
process and will monitor the outstanding balances for the remaining 23 providers to ensure full 
collection of amounts paid in error.  
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In effect,Palmettohasindicatedthat it partial~ implementedtherecommendationcontainedin 
our draftreportto recoverthe improperlypaidRAPs. Weplan to follow up on Palmetto's 
recoveryactionsin the future. We continueto believethatPalmettoshouldimplement 
proceduresto ensurethat futureoverpaymentsareidentifiedandpromptlyrecovered. 

A copyof Palmetto'sresponse 

Enclosure 

is includedasAppendixA. 

Sincerely, 

1J1O1~~.jJ~
GORDONL. SATO 
RegionalInspectorGeneral 

for Audit Services 
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See Auditor's Note Below. 

 
Auditor's Note:  This pertains to an issue which is not in the final report.
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